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Introduction 

In  its  third  implementation  review  of  the  Governor's 
Management  Task  Force  (GMTF),  the  Massachusetts  Taxpayers 
Foundation  verified  $9,255»706  in  annual  financial  benefits  and 
$528,303  in  one-time  benefits.   These  figures  reflect  a  consider- 
able decline  from  the  amounts  claimed  and  verified  in  previous 
quarters . 

In  its  first  review,  the  Foundation  verified  $^3,150,963 
in  annual  benefits  and  $1,^98,500  in  one-time  benefits.   In  its 
second  review,  $18, 663,619  in  annual  benefits  and  $10,855 »179  in 
one-time  benefits  were  verified.   This  decline  is  discussed  in 
the  "Review  Process"  and  "Review  Findings"  sections  of  this 
report . 

The  Foundation's  review  of  the  implementation  of  the 
GMTF  recommendations  is  at  the  request  of  the  Directors  of  the 
Governor's  Management  Task  Force  and  Governor  Dukakis. 

The  Governor's  Management  Task  Force,  a  private, 
nonprofit  corporation  funded  by  300  of  the  state's  business, 
educational  and  professional  firms,  was  established  in  early 

1975.  Its  task  was  to  analyze  state  government  operations  and 
make  recommendations  for  improving  the  management  of  state 
agencies. 

Under  the  direction  of  the  management  consulting  firm 
of  Warren  King  and  Associates,  volunteer  management  specialists 
from  Task  Force  supporters  conducted  the  study  from  September 
through  December  of  1975.   The  GMTF  issued  its  report  in  May 

1976.  The  report  contained  807  recommendations  on  ways  the 
state  could  increase  savings  and  revenues,  and  make  improvements 
in  the  delivery  of  services.   It  is  important  to  note  that  the 
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Task  Force  endorsed  many  projects  already  in  process  or  under 
consideration  in  state  government  by  converting  them  to  recom- 
mendations. 

The  Foundation's  first  review  covered  implementation 
activity  through  December  31,  1976.   The  second  and  third  reviews 
covered  the  quarters  ending  in  March  and  June  1977 s  respectively. 

Review  Process 

The  Foundation's  first  and  second  reports  discussed 
in  some  detail  the  criteria  for  selecting  projects.   These  criteria 
were  based  on  the  GMTF  estimated  financial  impact  and  the  implement- 
ation status  of  the  recommendations.   The  Foundation,  however, 
decided  not  to  review  some  recommendations  that  did  meet  the 
criteria,  in  order  to  review  others  that  had  achieved  financial 
benefits,  or  that  were  important  to  the  operation  of  an  agency. 

Some  of  the  recommendations  examined  during  this 
review  had  also  been  examined  during  the  previous  reviews . 

Earlier  reports  have  described  the  major  types  of 
recommendations  the  Foundation  has  reviewed.   Briefly,  they 
are  l)  policy  proposals,   2)  control  systems  to  improve  man- 
agement,  3)  separate  efficiency  steps,  k)   program  monitoring 
and  cost  controls,  and  5)  agency  reorganizations.   The  recom- 
mendations selected  for  the  third  review  included  each  of  these 
five  types. 

The  basic  sources  of  information  the  Foundation  used 
to  verify  agency  claims  were  personal  interviews  with  agency 
staff,  correspondence,  records  of  financial  transactions, 
documents  recording  personnel  or  budget  actions,  legislation, 
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and  additional  information  and  analyses  requested  "by  the 
Foundation.   Reviews  of  several  recommendations  are  described 
further  in  the  appendix  to  this  report. 

The  first  and  second  reports  noted  that  the  Foundation 
encountered  some  difficulties  during  the  reviews.   These  can  he 
separated  into  general  problems  that  resulted  from  the  GMTF 
report  and  specific  difficulties  encountered  in  some  agencies. 
The  general  problems  involve  the  failure  to  provide  the  methods 
and  benchmarks  for  determining  financial  impact  and  specifically, 
the  lack  of  a  framework  for  determining  savings  within  the  state's 
personnel  system.   As  a  result,  the  Foundation  and  the  state 
agencies  have  had  to  develop  different  methods  and  benchmarks 
for  each  GMTF  recommendation  to  reflect  most  accurately  the 
agencies'  achievements. 

The  specific  difficulties  —  such  as  incomplete  or 
incorrect  reporting,  lack  of  preparation,  and  an  indifferent 
attitude  toward  the  Foundation's  review  —  have  been  greatly 
reduced  in  the  state  agencies  that  the  Foundation  has  reviewed 
regularly.   Increased  understanding  of  the  intent  and  methods 
of  the  review  has  resulted  in  a  greater  willingness  to  provide 
additional  information  required  to  confirm  claims  of  financial 
benefits.   However,  the  Foundation  continues  to  encounter  the 
problems  of  the  first  two  reviews  in  state  agencies  that  have 
not  had  much  exposure  to  the  review  process. 

There  is  an  additional  issue  that  emerged  in  the 
second  and  third  reviews.   As  mentioned  in  the  introduction, 
there  have  been  fewer  dollars  claimed  by  the  state  agencies  in 
this  review  than  in  either  of  the  previous  reviews.   Over 
$53  million  was  claimed  in  the  first  quarter  and  $9«5  million 
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in  the  third.   This  decline  in  claims  results  from  several  factors. 

The  claims  of  financial  benefit  were  particularly 
high  for  the  first  review  period.   In  part  this  was  because 
the  first  review  covered  implementation  activity  during  a  longer 
period  of  time.   More  important,  in  the  GMTF  report  many  of  the 
recommendations  endorsed  projects  that  were  already  being 
discussed,  planned,  or  even  implemented.   In  some  instances 
the  GMTF  report  may  have  highlighted  an  idea  and  provided  it 
with  new  emphasis  within  an  agency,  and  in  other  cases  mentioned 
a  project  already  underway.   In  either  case,  it  was  not  as  dif- 
ficult for  an  agency  to  produce  savings  for  the  Foundation's 
verification,  and  these  financial  benefits  were  claimed  early 
in  the  review  process.   For  some  recently  implemented  projects 
the  savings  are  not  immediately  evident ,  and  it  is  unlikely  that 
these  would  produce  verifiable  savings  during  the  Foundation's 
third  and  fourth  reviews. 

Another  explanation  for  the  small  amount  of  claims 
is  that  some  types  of  recommendations  were  more  difficult  to 
implement,  and  their  financial  impact  harder  to  document. 
Recommendations  that  can  be  described  as  separate  efficiency 
steps,  and  those  that  require  less  complex  or  routinely  collected 
data  as  documentation  have  already  been  claimed  by  the  agencies 
and  verified  by  the  Foundation.   However,  some  recommendations  may 
have  significant  financial  benefits  that  could  not  be  documented 
because  the  necessary  information  was  not  collected  by  the  agencies 
and  could  not  be  reconstructed.   Finally,  there  have  been  cases 
where  claims  could  have  been  documented,  but  the  effort  was  not  > 
made  to  do  so  until  requested  by  the  Foundation. 

Review  Findings 

The  Taxpayers  Foundation's  third  review  covered  83 
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Task  Force  recommendations,  33  of  which  had  been  reviewed  in 
previous  quarters.   The  GMTF  estimates  of  annual  financial 
benefits  for  the  recommendations  reviewed  this  quarter  represent 
2.X   per  cent  of  the  total  GMTF  estimated  annual  benefits.   The 
GMTF  estimates  for  these  83  recommendations  included  no  one-time 
financial  benefits. 

Agency  claims  for  the  recommendations  reviewed  this 
quarter  totaled  $9,51^,521  in  annual  benefits  and  $28,0lU  in 
one-time  benefits.   Upon  examination  of  agency  documentation, 
the  Foundation  took  exception  to  the  claims  in  15  of  the  18 
projects  where  benefits  were  either  claimed  or  verified.   In 
11  cases,  the  Foundation  revised  claims  downward,  and  in  four, 
upward. 

The  Foundation  verified  a  total  $9,255,706  in 
annual  benefits  and  $528,303  in  one-time  benefits. 

Of  the  amount  verified  this  quarter,  $17550^6  was 
in  new  or  increased  annual  revenue  for  the  state,  generated  by 
three  separate  recommendations  in  Environmental  Affairs  (Recom- 
mendation Nos.  5>  18,  and  kj) .   The  remaining  amount  of  annual 
benefits  —  $9,080,660  —  and  all  of  the  one-time  benefits  — 
$528,303  —  are  savings  and  cost  avoidances. 

The  Foundation's  review  also  included  examination 
of  separate  costs  that  could  be  directly  attributed  to  the  Task 
Force  recommendations.   Agencies  claimed  $2^,000  in  annual  costs 
and  $65,000  in  one-time  costs  for  the  recommendations  reviewed. 
The  Foundation  verified  $19 s 7^  in  annual  costs  and  $8l,355  in 
one-t ime  costs. 

As  discussed  in  the  "Review  Process"  section  of  this 
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report,  the  amount  of  financial  "benefits  claimed  by  state  agencies 
this  quarter  was  down  sharply  from  the  previous  two  quarters. 
The  following  chart  illustrates  the  decline  in  claims  and  verified 
financial  "benefits. 

First  Quarter   Second  Quarter   Third  Quarter 

Agency  claim 

Annual  Benefits:      $53, Ul2-, 678     $24,1+17,209      $9,514,521 
One-Time  Benefits:      1,702,500       7,964,000  28,0l4 

MTF  Verified 

Annual  Benefits:      $1+3,150,963     $18, 663,619      $9,255,706 
One-Time  Benefits:      1,498,500      10,855,179        528,303 

Third  quarter  claims  of  annual  "benefits  are  down  more 
than  60  per  cent  from  the  second  quarter  and  more  than  80  per  cent 
from  the  first  quarter.   Consistent  with  the  lower  claims,  the 
totals  verified  by  the  Foundation  have  fallen  over  the  three 
quarters. 

A  breakdown  of  benefits  and  costs  verified  by  the 
Foundation  during  the  third  review  is  as  follows: 

SUMMARY  OF  VERIFIED  FINANCIAL  BENEFITS  AND  COSTS  —  3rd  REVIEW 

One-Time       Annual       Total 


Revenue  q~  $  175, 046  $  175,046 

Savings/Cost  Avoidance  $528,303  $9,080,660  $9,608,963 

Total  Benefits  $528,303  $9,255,706  $9,784,009 

Costs  $  81,355  $   19, 744  $  101,099 

Adjustments  Between  Reviews 

During  the  first  review  period  the  Foundation  considered 
as  nonverifiable  a  claim  of  $286,000  for  the  reorganization  plan  of 
the  Executive  Office  of  Communities  and  Development.   During  the 
third  review  the  reorganization  was  reconstructed  in  greater  detail, 
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enabling  the  Foundation  to  verify  financial  "benefits  of  $1^7,578 
for  a  part  of  the  project.   The  discrepancy  between  the  agency's 
estimate  of  financial  benefits  and  the  "audit"  finding  results 
largely  from  the  Foundation  disallowing  any  financial  benefits 
for  personnel  changes  before  the  Task  Force  study. 

Cumulative  Effects 

During  the  first  three  quarters,  the  Foundation  reviewed 
the  financial  benefits  and  the  implementation  status  of  2^5 
recommendations,  or  hG   per  cent  of  the  538  recommendations  accepted 
in  some  form  by  the  state  agencies.   Through  the  three  quarters, 
the  Foundation  has  verified  a  total  $71,^37,73^  in  annual  benefits 
and  $13,131,982  in  one-time  benefits,  including  adjustments. 
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TERHINOLOGY 

"Complete"  —  A  GMTF  recommendation  that  was  fully  implemented, 
either  "as  is"  or  in  modified  form,  by  June  30,  1977.   In  a 
few  cases,  the  financial  benefits  of  completed  recommendations 
cannot  be  estimated  or  verified  until  a  later  review  because 
the  data  is  not  yet  available. 

"Incomplete"  —  A  GMTF  recommendation  that  was  listed  on  a 
Secretariat  Summary  Report  Form  as  "complete"  but,  upon  review 
by  the  Foundation,  was  found  to  be  not  fully  implemented. 

"Process"  —  Activity  directly  related  to  implementation  of  a 
GMTF  recommendation  occurred  during  the  quarter  under  review 
(April  through  June  1977)  . 

"Inactive"  —  No  activity  directly  related  to  implementation  of 
a  GMTF  recommendation  occurred  during  the  quarter  under  review. 
The  term  "inactive"  is  not  necessarily  a  pejorative  one  because 
activity  on  a  particular  project  may  be  contingent  on  implementa- 
tion of  another  project. 

"Indeterminate"  —  No  documentation  was  provided  on  the  status 
of  the  project,  or  it  was  impossible  to  determine  the  status 
from  the  documentation  provided. 

"Nonverifiable"  —  The  Foundation  could  not  directly  link  dollar 
financial  benefits  to  actions  taken  by  an  agency  in  implementing 
a  recommendation.   In  practice,  this  term  was  generally  applied 
to  complex  reorganizations  and  the  elimination  of  vacant  positions 


In  the  tables:   free-standing  figures  —  $0,000  —  represent 
annual  savings,  cost  avoidance  or  new  revenue;  underlined 
figures  —  $0,000  —  represent  one-time  savings,  cost  avoidance 
or  new  revenue;  figures  in  parentheses  —  ($0,000)  —  represent 
annual  costs;  figures  in  parentheses  and  underlined  —  ($0,000) 
—  represent  one-time  costs.   See  key  below. 

Annual  savings/cost  avoidance/revenue    $0,000 
One-time  savings/cost  avoidance/revenue  $0,000 

Annual  costs  ($0,000) 

One-time  costs  ($0,000) 
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Appendix  1 
Administration  and  Finance  -  Division  of  Personnel  Administration 
Recommendation  No.  63  -  Revise  existing  personnel  rules, 

policies  and  procedures 
Agency  financial  impact  claim  -  $25,000  one-time  cost 

Review  finding  -  $33,000  one-time  cost 


Recommendation  No.  63  is  related  to  the  Division  of 
Personnel  Administration's  larger  effort  to  establish  an  improved 
and  computerized  personnel  information  system.   Under  this  rec- 
ommendation, the  DPA  is  compiling,  reviewing  and  revising  current 
state  personnel  rules,  policies  and  procedures  in  order  to  produce 
a  state  personnel  policy  and  procedures  manual.   The  completed 
manual  should  "be  a  useful  reference  "book  on  personnel  matters  for 
both  state  employees  and  management.   The  DPA  has  hired  a  con- 
sultant to  develop  the  manual,  at  a  one-time  cost  of  $33,000, 
paid  from  a  $25,000  federal  Intergovernmental  Personnel  Administra- 
tion grant  and  $8,000  in  state  funds. 

During  the  April- June  quarter,  the  DPA's  primary 
activites  on  this  recommendation  have  involved  setting  up  the 
project's  framework  by  meeting  with  agency  personnel  administrators, 
designing  questionnaires,  and  collecting  data  from  each  agency. 
The  DPA  will  be  reviewing  and  revising  the  data  with  agency  admin- 
istrators during  the  next  quarter  and  expects  to  have  the  manual 
completed  by  the  end  of  calendar  1977. 
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Appendix  2 

Human  Services  -  Department  of  Public  Welfare 

Recommendation  No.  46  -  Medicaid  Management  Steps 

Agency  financial  impact  claim  -  $2,805,000  Annual  Savings/ 

Cost  Avoidance 

Review  finding  -  $2,805,000  Annual  Savings/ 

Cost  Avoidance 

Nursing  home  patients  are  required  to  pay  for  their  care 

■with  any  income  above  a  minimum  level  before  Medicaid  funds  are 

applied  to  their  bill.   The  Welfare  Department,  through  a  check 

of  federal  SSI  and  Social  Security  records,  discovered  that  about 

4,000  nursing  home  cases  had  a  combined  excess  income  of  about 

$k.k   million  that  was  not  being  deducted  from  Medicaid  bills. 

In  an  effort  to  correct  this  situation,  the  Department 
notified  the  nursing  homes  of  its  plan  to  update  its  files,  and 
instructed  them  to  deduct  all  applicable  patient  resources  from 
Medicaid  bills  beginning  in  January  1977. 

From  August  through  December  of  1976",  the  average 
monthly  patient-paid  amount  was  $l4l.00.   From  January  through 
June  of  1977,  it  was  $1^7.30.   The  Department's  policy  resulted 
in  an  increase  in  the  average  monthly  patient-paid  amount  of 
$6.30.   This  increase  was  multiplied  by  the  average  monthly 
caseload  from  January  to  June,  37,102  patients,  and  that  monthly 
figure  annualized.   The  result  is  the  $2,805,000  annual  savings. 

The  Department  plans  to  take  a  final  step  —  a  computer 
review  of  all  claims  that  will  automatically  disallow  payments 
for  patient  whose  resources  have  not  been  reviewed  by  the  Department 
since  they  entered  the  nursing  home.   When  this  step  is  instituted, 
the  Department  will  be  able  to  keep  the  records  on  patient  re- 
sources current  and  insure  that  any  income  in  excess  of  the 
established  minimum  is  deducted  from  Medicaid  bills. 
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Appendix  3 

Human  Services  -  Rate  Setting  Commission 

Recommendation  No.  73  -  Review  of  long-term  care  facility  rates 

Agency  financial  impact  claim  -  none 

Review  finding  -  $838,000  Annual  Savings/ 

Cost  Avoidance 

In  calculating  the  daily  rate  for  care  in  a  nursing  home 
to  be  reimbursed  by  Medicaid,  the  Rate  Setting  Commission  (RSC) 
includes  depreciaton  on  the  fixed  assets  of  the  facility,  the 
building  and  equipment,  as  well  as  the  interest  cost  of  mortgages. 
Under  the  regulations  of  the  RSC  before  fiscal  1977,  whenever 
there  was  a  transfer  of  ownership,  the  price  paid  (within  certain 
Commission  limitations)  for  the  fixed  assets  of  the  facility 
established  the  base  upon  which  to  determine  the  fixed-cost 
portion  of  a  new  daily  rate.   Thus,  with  each  transfer,  there  was 
usually  an  increase  (step-up)  of  the  fixed-costs  basis  for  the 
rate  at  that  nursing  home.   The  frequest  transfers  of  ownership 
of  nursing  homes  indicates  that  this  allowance  encouraged  extens- 
ive speculation  in  the  nursing  home  industry,  forced  higher  rates 
of  reimbursement,  and  left  open  the  possibility  of  abuse.   Further- 
more, there  was  not  indication  that  the  frequent  transfers  im- 
proved nursing  home  care. 

The  RSC  had  been  aware  of  this  defect  in  its  regulations 
before  the  Task  Force  study,  and  was  already  considering  various 
alternatives  to  combat  the  problem.   In  early  1976,  a  new  set 
of  regulations  was  adopted,  allowing  the  RSC  to  reject  virtually 
all  step-ups  in  the  fixed-costs  basis  beginning  in  July  of  1976. 
Before  that  deadline  arrived,  the  Commission  received  a  number  of 
requests  for  transfers  of  facilities.   The  Commission  reviewed 
each  request  individually  and  ruled  that  ^0  of  the  transfers,  with 
step-ups  totaling  $6,385,612,  were  undertaken  for  the  purpose  of 
increasing  the  fixed-cost  basis  before  the  new  regulations  took 
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effect.   In  these  cases,  the  requests  for  a  step-up  in  basis 
were  denied. 

At  the  Foundation's  request,  the  RSC  determined  the 
increases  in  Medicaid  costs  had  these  fixed-cost  increases  been 
approved.   The  result  is  the  $838,000  total  for  annual  savings 
in  decreased  Medicaid  reimbursements . 

The  fact  that  the  RSC  would  deny  requests  for  fixed- 
costs  step-ups  probably  caused  a  decrease  in  ownership  changes 
in  fiscal  1977 •   However,  there  is  no  way  to  determine  how  much 
this  deterrent  effect  of  the  new  regulations  has  increased 
savings  through  decreased  Medicaid  reimbursements.   The  decrease 
in  the  number  of  applications,  in  itself,  is  evidence  of  the 
financial  benefit  brought  about  by  the  change  in  RSC  regulations, 

Despite  the  substantial  activity  to  date,  this  recom- 
mendation is  still  considered  "in  process"  since  there  is  a  com- 
mittee studying  the  area  of  fixed-costs  financing  at  long-term 
care  facilities.  This  committee  will  make  its  recommendations 
soon,  but  the  recent  success  in  curbing  nursing  home  transfers 
makes  it  unlikely  that  the  present  regulations  will  be  changed 
substantially. 
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Appendix  k 

Human  Services  -  Department  of  Mental  Health 

Recommendation  No.  82  -  Establish  a  Management  Information  System 

Agency  financial  impact  claim  -  none 

Review  finding  -  none 

One  of  the  major  recommendations  of  the  GMTF  concerned 
revenue  maximization  and  the  development  of  a  comprehensive 
management  information  system  in  the  Department  of  Mental  Health. 
The  Task  Force  estimated  in  1975  that  the  Department  was  losing 
$32  million  a  year  in  revenue  as  a  result  of  deficiencies  in 
information  collection  and  fiscal  procedures. 

The  development  of  a  management  information  system 
was  assigned  to  the  Office  of  Information,  Systems  Evaluation 
and  Planning  (OISEP)  within  the  Department.   OISEP  has  addressed 
itself  to  the  broad  task  of  designing  a  data  base  for  management 
decision-making.   At  the  same  time,  the  Division  of  Administrative 
Services  has  worked  on  areas  such  as  accounting  practices  and 
statistics  collection  that  affect  current  Department  revenues. 

Revenue  Maximization 

The  Department  of  Mental  Health  provides  a  wide  range 
of  services  to  the  mentally  ill  and  mentally  retarded  in  a  variety 
of  settings.   The  Department  operates  state  hospitals,  mental 
health  centers  and  state  schools  and  regional  centers  for  the 
retarded.   In  addition,  it  provides  services  through  community- 
based  vendors  with  which  it  has  negotiated  contracts  or  partner- 
ship arrangements.   The  rates  for  various  services  offered  by  the 
Department  are  determined  by  the  Rate  Setting  Commission.   The 
responsibility  for  billing  is  divided  between  the  Department's 
central  office  and  its  institutions. 

Sources  of  revenue  include  payments  from  patients,  private 
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insurors  and  the  federal  government  through  grants ,  Medicare 
and  Medicaid  reimbursements.   There  are  some  limitations  to  the 
Department's  revenue  generating  capacity  such  as  Medicaid  reg- 
ulations that  prohibit  reimbursements  for  mentally  ill  patients 
between  the  ages  of  21  and  6k. 

Still,  the  Governor's  Management  Task  Force  estimated 
that  the  Department  could  increase  its  revenue  collections  by 
$32  million  if  it  would  improve  its  performance  in  the  areas  of 
rate  determination,  qualification  of  facilities  for  Medicaid 
and  Medicare  reimbursement,  patient  data  relevant  to  fiscal  opera- 
tions, and  billing  and  accounts  receivable  procedures. 

The  Department  has  improved  its  performance  in  collecting 
revenue.   In  its  first  review,  the  Foundation  verified  an  increase 
in  revenue  of  $16.9  million  for  1976  over  a  base  agreed  to  by  the 
Department,  the  Executive  Office  of  Human  Services  and  the  Task 
Force.   This  increase  in  revenue  occurred  because  the  Department 
and  the  Executive  Office,  working  together,  were  able  to  qualify 
the  state  schools  for  the  mentally  retarded  for  Medicaid  reim- 
bursements.  This  effort  was  already  underway  at  the  time  of  the 
Task  Force  study.   However,  this  $l6.9  million  accomplishment 
still  leaves  the  Department  considerably  short  of  that  $32 
million  target. 

In  its  review  of  the  Revenue  Maximization  Project  the 
Foundation  attempted  to  determine  what  progress  has  occurred 
beyond  the  qualification  of  the  mental  retardation  facilities  for 
federal  reimbursement. 

The  Task  Force  had  observed  that  charges  (rates)  for 
services  appeared  low  at  Department  facilities,  but  found  that 
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financial  records  available  did  not  permit  detailed  analysis 
of  the  reasons.   Its  impression  was  that  many  expenditures  were 
incorrectly  omitted  from  cost  reports.   The  Foundation's  review 
indicated  that  the  Department  had  made  progress  in  the  area  of 
correct  rate  determination.   For  the  first  time  Department 
staff  participated  with  the  Executive  Office  of  Human  Services  in 
the  process  of  establishing  new  rates.   Beginning  in  fiscal 
1978,  new  cost  reports  combining  the  reporting  requirements  for 
the  Rate  Setting  Commission  and  the  Comptroller's  Office  will 
be  put  into  use.  These  reports,  developed  through  an  interagency 
effort,  will  lead  to  better  financial  analysis  and  reduced  dis- 
crepancies between  rates  and  actual  costs.   Responsibility  for 
completing  these  forms  will  be  assigned  to  new  accounting  per- 
sonnel placed  at  each  of  the  major  mental  health  and  mental 
retardation  facilities  specifically  to  upgrade  financial  report- 
ing.  The  Department  acknowledges  additional  analysis  is  necessary 
to  insure  that  the  reports  do  not  improperly  exclude  expenditures. 

The  review  also  indicated  that  the  Department  has  been 
working  on  the  certification  of  facilities  as  Medicaid  providers. 
Certification  by  the  Department  of  Public  Health  that  the  facilities 
comply  with  federal  standards  in  regard  to  staffing  and  life 
safety  codes  is  a  prerequisite  to  billing  Medicaid  for  services 
rendered.   Although  the  timetable  is  unclear,  efforts  are  under- 
way to  qualify  three  of  five  uncertified  mental  health  centers 
as  Medicaid-approved  facilities. 

Available  information  suggests  that  the  Department  is 
aware  of  other  problems  related  to  its  capacity  to  generate 
revenue,  such  as  defective  accounting  procedures,  gaps  in  its  data 
collection  system, and  poor  equipment.   What  is  unclear  is  the 
rate  at  which  progress  in  resolving  these  issues  will  occur.   It 
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appears  that  limited  organizational  resources  have  been  allocated 
to  the  analysis  of  deficiencies  in  the  reimbursement  system,  and 
the  administrative  burden  has  been  narrowly  distributed.   However, 
the  Foundation  recognizes  that  the  problems  related  to  the  need 
for  better  data  processing  cannot  be  resolved  independently  by 
the  Department.   This  project  will  remain  in  limbo  until  decisions 
are  reached  in  regard  to  the  statewide  computer  system. 
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Management  Information  System 

At  the  time  of  the  Task  Force  study,  information 
collection  in  the  Department  was  restricted  mainly  to  census 
data  from  institutions,  and  the  collection  of  data  necessary  for 
setting  rates  and  sending  out  bills.   There  was  no  system  for 
providing  analytic  data  on  Department  expenses,  for  example,  in 
terms  of  allocation  of  personnel.   This  gap  handicapped  the 
Department  not  only  in  assessing  current  costs,  but  also  for 
long-range  planning. 

The  responsibility  for  developing  a  Management  Informa- 
tion System  (MIS)  was  assigned  to  the  OISEP  Division.   For  the 
past  two  years  OISEP  has  been  developing  an  automated  system 
that  will  include  four  components:   Client  information,  staff 
activity,  fiscal  data,  and  personnel. 

-  The  client  component,  which  will  automate  personal, 
financial  and  clinical  data  on  patients  at  Department 
facilities,  is  now  in  use  in  eight  of  the  state's 

39  mental  health  areas.   There  are  plans  to  introduce 
the  system  into  thirteen  areas  in  the  near  future. 

-  The  personnel  component  will  provide  the  Department 
with  information  about  all  positions  on  its  payroll: 
specific  position  title,  full-time  equivalency,  actual 
salary,  assignment ,.  appropriation  account,  and  vacancies. 

-  An  expenditure  monitoring  system  that  groups  personnel 
expenditures  by  reporting  unit,  such  as  an  outpatient 
clinic  or  an  X-ray  unit  of  a  hospital,  is  also  being 
tested  in  one  region. 

-  A  staff  activity  component,  which  will  track  and  monitor 
performance  of  Department  employees,  is  envisioned. 

Unfortunately,  there  have  been  technical  difficulties 
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in  the  implementation  of  the  four-component  system,  most 
notably  with  the  personnnel  component. 

In  addition,  the  Department  collects  information  on 
its  service  delivery  system.   The  Comprehensive  Assessment 
Scale  (CAS)  is  a  questionnaire  developed  by  OISEP  that  is  designed 
to  help  measure  area  needs  in  the  12  essential  mental  health 
services  (e.g.,  out-patient).   Also  the  Department  is  working 
on  the  development  of  an  Area  Plan  System  that  will  generate 
expenditure,  workload  and  unit  cost  data  on  programs  and  their 
services,  and  he  used  in  conjunction  with  CAS  to  provide  a  profile 
of  each  area  in  relation  to  demographic  factors.   Preliminary 
data  from  this  system  was  used  for  the  first  time  in  the  fiscal 
1979  budget  cycle  to  assess  funding  requests. 

Finally,  the  OISEP  unit  has  designed  a  monthly  reporting 
form  that  provides  data  on  state  hospital  inpatients  by  geographic 
area.   Of  the  nine  proposed  tables,  two  are  currently  in  use  with 
data  assembled  manually. 

In  part,  progress  has  been  hindered  by  a  lack  of 
resources.   The  Department  does  not  have  adequate  computer  equip- 
ment, and  has  had  a  hard  time  attracting  people  with  programming 
experience.   However,  it  is  the  impression  of  the  Foundation  that 
OISEP  has  embarked  on  the  design  of  a  system  that  is  overly 
elaborate  given  the  current  state  of  information  systems  in  the 
Department.   The  evidence  suggests  that  the  administration  of  the 
Department  has  not  formulated  priorities  for  the  development  of 
an  information  system  in  relation  to  its  needs  and  existing 
budgetary  constraints.   As  a  result,  work  has  proceeded  in  a 
piecemeal  manner,  and  conflicts  within  the  Department  over  the 
allocation  of  resources  remain  unresolved.   In  the  interim  the 
state  agency  with  one  of  the  largest  budgets  lacks  adequate  means 
of  data  collection. 
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Appendix  5 

Human  Services  -  Office  of  Veterans'  Services 

Recommendation  No.  ITT  -  Pursue  Additional  Federal  Benefits 

for  Patients  in  State  Institutions 

Agency  financial  impact  claim  -  $i+,000  Annual  Savings/ 

Cost  Avoidance 

Review  finding  -  0 

The  Task  Force  estimated  that  the  state  could  gain 
$1.1  million  in  additional  income  if  the  Office  of  Veterans' 
Services  improved  the  level  of  federal  reimbursement  for  veterans 
in  mental  health  and  public  health  facilities. 

During  the  third  quarter,  the  Office  of  Veterans' 
Services  reported  that  it  had  been  working  on  claims  for  veterans 
and  their  dependents  at  three  institutions  to  insure  that  these 
patients  received  their  full  allowance  from  the  Veterans' 
Administration. 

The  office  provided  documentation  that  indicated  that 
steps  had  been  taken  to  increase  benefits.   However,  the 
Foundation  took  exception  to  the  small  claim  because  Veterans' 
Services  did  not  show  that  the  benefit  increases  were  applied 
to  the  patients'  bills,  and  whether  this  affected  the  state 
Medicaid  payments. 
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Appendix  6 

Educational  Affairs  -  Department  of  Education 

Recommendation  No.  l6  -  Expand  the  role  of  the  Bureau  of 

External  Audit 

Agency  financial  impact  claim  -  $5,000,000  Annual  Savings/ 

Cost  Avoidance 

Review  finding  -  $5,260,000  Annual  Savings/ 

Cost  Avoidance 

The  Bureau  of  External  Audit  is  responsible  for  monitoring 

both  federal  and  state  reimbursements  to  cities  and  towns  for 

various  educational  programs.   At  the  time  of  the  GMTF  study,  most 

of  the  resources  of  the  Bureau  were  directed  at  fulfilling  the 

audit  requirements  of  federal  programs.   As  a  result,  in  fiscal 

1976,  when  expenses  for  1973-7^  school  year  were  audited,  only 

39  audit  visits  were  made  to  review  expenses  reimbursed  by  the 

state.   Exceptions  were  taken  to  only  $1.6  million  in  special 

education  expenses  and  $2.k   million  in  transportation  expenses. 

In  fiscal  1977  a  new  emphasis  was  placed  on  auditing  pro- 
grams involving  197^-75  school  year  expenses  reimbursed  by  the 
state.   By  fulfilling  federal  requirements  quickly  and  having  the 
auditors  perform  multi-program  audits  in  one  visit,  the  Bureau 
increased  the  number  of  visits  to  128.   Audit  exceptions  increased 
to  $11  million  in  special  education  expenses,  $4.6  million  in 
educational  support  services  paid  for  from  municipal  budgets,  and 
$3.3  million  in  transportation  expenses.   This  was  accomplished 
without  an  increase  in  staff. 

An  audit  exception  rarely  translates  into  an  equivalent 
reduction  in  an  aid  payment  because  some  local  expenditures 
under  the  program  are  not  fully  reimburseable  and  because  other 
factors  besides  expenditures  may  be  included  in  the  formula 
used  to  determine  aid  payments,  or  entitlements. 
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In  the  cast  of  three  school  aid  programs  —  special 
education,  "bilingual  education  and  general  school  support 
(Chapter  70  school  aid)  —  total  state  funding  is  set  "by  statute 
and  legislative  appropriation.   This  amount  is  now  substantially 
below  the  full  cost  of  the  programs  as  determined  by  their 
respective  formulas.   Therefore,  audit  exceptions  which  result 
in  a  reduction  in  aid  due  to  a  school  district  under  any  one  of 
these  programs  free  funds  for  redistribution  under  the  same  or 
another  of  these  programs.   The  financial  benefit  of  the  increased 
audit  activity  is  more  accurate  use  of  available  state  aid  funds 
rather  than  a  reduction  in  cost  or  a  cost  avoidance. 

The  $11  million  in  disallowed  expenditures  which  were 
improperly  reported  under  special  education  were  shifted  to 
regular  day  expenses.   This  reduction  in  expenses  cause  the 
special  educational  entitlements  to  cities  and  towns  to  fall  by 
$4.7  million.   In  addition,  the  $11  million  increase  in  regular 
day  expenses  and  the  $4.6  million  disallowance  of  support  services 
expenses  produced  a  net  increase  of  $340,000  in  regular  day 
entitlement.   Thus,  there  was  $4,360,000  (the  difference  between 
the  reduction  in  special  education  entitlements  and  the  increase 
in  regular  day  entitlements)  that  became  available  for  redistribu- 
tion.  The  change  in  entitlements  produced  by  the  previous  year's 
audit  activity  was  not  subtracted  from  this  amount  because  they 
were  considered  too  insignificant  to  justify  the  complicated  pro- 
cess of  their  determination. 

Transportation  expenses  are  reimbursed  separately,  and 
the  $3.3  million  in  exceptions  represent  disallowed  expenditures 
for  which  full  reimbursement  was  claimed.   To  arrive  at  the 
financial  benefit  resulting  from  an  increase  in  audit  activity, 
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the  $2.4  million  in  exceptions  from  1976  is  deducted  from  the 
$3.3  million  disallowed  in  1977.   The  remaining  $900,000  is  added 
to  the  $4,360,000  from  the  other  audits  to  produce  the  total 
financial  "benefit. 

Since  this  was  the  first  year  of  intensive  auditing 
of  the  special  education  and  support  services  aid  programs,  the 
exceptions  taken  were  caused,  for  the  most  part,  by  inexperience 
in  the  local  school  systems.   Audit  exceptions  and  entitlement 
reductions  may  fall  below  1977  levels  as  local  school  systems 
become  more  knowledgeable  about  what  to  report.   Such  knowledge, 
however,  might  never  have  been  acquired  if  mistakes  were  not  pointed 
out  by  the  audits.   There  is,  therefore,  a  significant  deterrent 
effect  that  can  be  associated  with  the  activities  of  the  Bureau 
of  External  Audit . 

Finally,  a  management  study,  independent  of  the  GMTF, 
was  conducted  for  the  Department ,  and  it  made  the  following 
recommendations  for  the  Bureau:   l)  revision  of  reports  from 
local  school  systems,  2)  contracting  with  outside  firms  for 
audits  of  some  programs,  and  3)  reduction  in  the  number  of  audits 
through  more  careful  selection. 
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Appendix  7 

Manpower  Affairs  -  Division  of  Employment  Security 
Recommendation  No.  3^  -  Microfiche  records  of  employer  identifica- 
tion numbers  for  the  unemployment  insurance 
program 
No.  37  -  Create  an  EDP  systems  Planning  Group  in 
Division  of  Employment  Security 
Agency  financial  impact  claim  -  none 
Review  finding  -  none 

The  Division  of  Employment  Security  (DES)  is  responsible 
for  operating  a  labor  exchange  for  those  seeking  employment, 
and  administering  the  unemployment  insurance  program.   The 
administrative  budget  for  DES  is  entirely  federally- funded. 

The  GMTF  report  pointed  out  that  the  Division's  data 
processing  systems  were  inadequate  to  meet  the  demand  during  a 
period  of  high  employment.   Recognizing  the  need  for  improvement 
in  this  area,  DES  has  organized  an  EDP  Systems  Planning  Group 
(Rec.  #3^).   With  federal  funding  from  the  Employment  Security 
Assistance  Program  (ESAP)  this  group  has  embarked  on  a  redesign 
of  data  processing  in  DES.   In  this  new  system  DES  local  offices 
will  have  computer  terminals  with  direct  access  to  the  central 
office  computer.   This  "on-line"  system  will  eliminate  a  great  deal 
of  paperwork,  and  provide  a  higher  level  of  service.   The  three 
major  components  of  the  system  are  the  following: 

l)   Job  Match  -  The  current  employment  service  depends 
on  manual  cross  reference  between  files  of  job 
applications  and  computer  generated  microfiche  lists 
of  job  orders  from  employers.   Under  the  new  system, 
both  job  orders  and  applications  will  be  entered  on 
computer  terminals  in  the  local  offices  and  fed  into 
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the  central  computer  -which  "will  then  match 
applicants  with  jobs  according  to  training  and 
qualification. 

2)  Employer  Tax  -  The  administration  of  the  unemploy- 
ment insurance  program  requires  the  Division  to 
maintain  a  list  of  employers  liable  for  the  un- 
employment tax,  and  a  record  of  their  claims 
history.   The  GMTF  recommended  that  the  Division 
use  microfiche  lists  for  manual  verification  of 
employer  identification  numbers  in  processing 
claims.   DES  rejected  this  method  as  too  cumber- 
some and  time  consuming.   The  computerization  of 
these  records  "will  eliminate  the  cardfile  of  110,000 
employer  records  at  the  central  office. 

3)  Benefit  payments  -  In  the  new  system  claims  will 
be  entered  through  the  local  office  terminal  to 
the  central  computer  which  will  automatically 
generate  a  questionnaire  concerning  wage  and  other 
relevant  information.   This  is  sent  to  the 
employer,  and  when  the  completed  form  is  returned 
and  entered,  the  computer  will  initiate  a  completely 
computerized  payment  system  similar  to  the  credit 
card  banking  offered  by  commercial  banks.   An 
entitlement  will  be  set  aside  for  the  benefits,  and 
the  claimant  will  receive  a  coded  ID  card.   Every 
other  week  at  the  local  office  the  claimant  will 
enter  the  card  into  a  terminal  that  will  then  print 
a  check  and  deduct  the  amount  from  the  balance 

of  the  entitlement. 

Although  none  of  these  systems  is  operating  in  the  field 
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at  present,  piloting  of  the  job  match  system  in  Taunton  was 
scheduled  for  October.   Full  implementation,  installation  of 
terminals ,  completed  software  design  and  employee  training  is 
scheduled  for  mid-198l. 

Projected  ESAP  funding  for  this  program  totals  over 
$8.7  million.   The  funds  for  the  computerization  of  employer 
tax  and  benefit  payment  systems  are  scheduled  to  be  recovered 
fully  through  reductions  in  personnel  expenses  of  over  $6.h 
million  between  fiscal  1979  and  1982. 
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Appendix  8 

Environmental  Affairs  -  Secretary's  Office 

Recommendation  No.  h'J  -   Improve  System  of  Consultant  Contract 

Selection,  Monitoring  and  Enforcement 

Agency  financial  impact  claim  -  none 

Review  finding  -  none 

This  recommendation,  as  proposed  "by  the  Task  Force, 
applied  only  to  the  MDC,  but  the  Secretary's  Office  saw  the 
fiscal  and  programmatic  benefits  that  a  contract  review  and 
monitoring  system  could  provide.   To  date,  the  work  on  this 
project  has  centered  around  a  study  of  the  various  monitoring 
procedures  that  could  be  the  basis  of  a  system  of  review. 

The  Department  has  identified  three  specific  areas  in 
which  improved  monitoring  could  produce  reasonable  consultant 
costs. 

First,  establishment  of  standardized  rates  for  overhead 
and  indirect  costs  that  a  firm  may  charge  in  its  work  with  a 
state  agency.   The  federal  government  does  this,  and  Environmental 
Affairs  agencies  use  these  standards  when  they  can.   However,  there 
are  no  such  standardized  rates  for  firms  that  do  not  deal  with 
federal  agencies. 

Second,  improvements  in  the  process  of  consultant  selec- 
tion.  Quite  often  a  state  agency  uses  consultants  in  areas  where 
it  does  not  have  sufficient  manpower  or  expertise.   In  many  cases, 
an  agency  does  not  have  the  resources  available  for  producing  a 
"Request  for  Proposal"  (RFP)  that  adequately  describes  the  services 
to  be  performed.   The  result  is  that  often  steps  necessary  to 
complete  the  project  are  added  to  the  contract  after  work  has 
begun.   Such  additional  steps  allow  cost  overruns  that  are  not 
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open  to  a  competitive  bidding  process.   If  the  agency  does  not 
have  the  expertise  to  develop  an  adequate  RFP,  the  preparation 
of  an  RFP  would  be  done  by  a  consultant  firm  that  would  be 
excluded  from  bidding  on  the  contract. 

Third,  control  cost  overruns  by  establishing  guide- 
lines that  describe  the  circumstances  under  which  overruns  will 
be  permitted  and  under  which  they  must  be  absorbed  by  the  con- 
sultant.  The  problem  of  inadequate  manpower  and  expertise, 
mentioned  above,  is  also  a  problem  in  this  area  of  monitoring 
consultant  performance.   If  appropriate  guidelines  and  strict 
penalties  could  be  established  they  could  be  settled  upon  during 
the  negotiating  process  before  the  contract  is  signed.   This  would 
be  very  effective  in  keeping  projects  on  the  required  course  and 
the  consultants  on  schedule.   This  could  also  be  particularly 
important  for  projects  where  necessary  contract  extensions  can  be 
foreseen.  In  such  cases,  a  limit  on  fee  increases  and  an  iDdirect 
costs  percentage  for  all  subsequent  contracts  could  be  agreed 
upon  in  the  initial  contract . 

These  three  areas  of  control  are  not  exclusively  a 
problem  for  Environmental  Affairs  agencies.  Management  of 
consultant  contracts  needs  improvement  in  many  areas  of  state 
government.   Improvement  of  contract  procedures  to  include  state- 
wide standardization  of  rates  for  overhead  and  indirect  costs, 
review  of  RFP's  and  contracts  for  substance  as  well  as  form,  and 
distribution  to  state  agencies  of  information  concerning 
performance  if  consultants  could  result  in  less  expensive  and 
more  effective  consultant  services  in  state  government. 

Until  effective  statewide  procedures  for  consultant 
control  are  developed,  Environmental  Affairs  plans  to  establish 
a  contract  review  group  in  the  Executive  Office,  using  people 
from  the  various  agencies  within  its  control. 
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Appendix  9 

Transportation  and  Construction  -  Department  of  Public  Works 
Recommendation  No.  23  -  Specify  a  Maximum  for  Indirect  Costs 

on  "cost-plus"  contracts 

Agency  financial  impact  claim  -  $123,^70 

Review  finding  -  $123,^70 

During  its  review  of  the  Department  of  Public  Works, 
the  Task  Force  found  that  no  limitations  were  applied  to  indirect 
costs  charged  by  consultant  firms.   Indirect  costs  include  such 
items  as  employee  fringe  benefits,  rent,  office  equipment,  and 
depreciation  costs.   These  are  calculated  as  a  percentage  of 
direct  labor  costs  under  DPW  "cost  plus"  contracts.   While  one 
consultant  might  charge  80  percent  of  direct  labor  dollars, 
another's  rate  might  be  160  percent.   High  rates  for  indirect 
costs  also  cause  higher  profits  for  consultants ,  since  profit 
is  a  percent  of  total  costs  (i.e.,  direct  labor  costs  plus  over- 
head) in  these  contracts.   Payment  of  above-average  indirect 
cost  percentages  to  some  firms  contributed  unnecessarily  to 
Departmental  expenses. 

The  Task  Force  report  estimated  that  the  state  could 
save  $300,000  per  year  if  a  ceiling  of  100  percent  were  applied 
to  indirect  costs  with  savings  comprised  of  both  lower  overhead 
and  profit  payments  to  consultants. 

Upon  review  of  existing  rates,  the  Department  decided 
to  recommend  a  slightly  higher  maximum,  110  percent  of  indirect 
costs.  While  the  Department  was  unwilling  to  pay  more  than  the 
average  indirect  additive  rate,  it  did  not  want  to  set  the  ceiling 
so  low  as  to  deprive  contractors  of  reimbursement  for  reasonable 
costs.   This  ceiling  was  approved  in  May  1976  by  the  Public  Works 
Commission  for  all  future  consulting  contracts  on  which  negotiations 
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had  not  "been  started,  with  an  allowance  to  be  made  for  establish- 
ing a  higher  percentage  for  specialist  work  firms  and  firms  with 
an  unusual  type  of  organization.   In  its  study  the  Department 
estimated  it  could  have  saved  $123,^-70  in  calendar  1975  if  the 
110  percent  ceiling  had  been  in  effect  then. 

Rather  than  ask  the  Department  to  repeat  its  time- 
consuming  analysis  of  the  financial  impact  of  the  110  percent 
ceiling  for  1976  and  1977 »  the  Foundation  accepted  the 
estimated  savings  based  on  the  1975  study  as  a  representative 
sample  of  the  benefits  from  establishing  a  limitation  on  over- 
head costs.   The  assumptions  behind  assigning  this  figure  as 
a  current  savings  are  that  the  1975  volume  of  contracts  let 
by  DPW  will  continue  and  that  firms  would  not  have  requested  over- 
head rates  below  the  1975  level. 
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